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  In this article, the authors emphasize the 
very important role that institutional 
investors, under the form of pension funds, 
hold for the development of capital markets 
existing in the economy and for supporting 
the financing process of institutional 
sectors in the financing deficit situation. 
This important role is due mainly to the fact 
that they hold liabilities payable on a long 
term that assumes that they can finance 
the economy on a long term. Moreover, the 
regulations of the private pension system in 
each country assumes the mandatory idea 
of directing part of the private saving held 
by pension funds to the local capital 
markets. This thing transforms pension 
funds into very important players on the 
capital market, supporting it continuously. 
The authors realize a short presentation of 
the main theoretical and empirical studies 
supporting this is made, as well as a 
personal analysis of the connection 
between pension funds and the Romanian 
capital market development. 
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1. Introduction 
In the background of the significant acceleration of the
pace of financial globalization, the non-banking financial
institutions have entered in the competition with the
credit institutions for taking over the savings of the
population and the cash surplus of corporations,
diminishing constantly the price for acting as intermediary
and of financial instruments. Thus, they collected a higher
and higher proportion of available money and their
holders redirected their investment behavior towards high
yield bonds issued by institutions, having a better
orientation towards advantages such as diversifying risks,
diminishing the fiscal burden and increasing economies
of scale.  
The development of non-banking financial institutions’
activity took place especially in developing countries. As
can be seen in Figure 1 and Table 1, during the analyzed 
period, the growth paces of assets of investment
companies and of insurance companies increased by 
rates that surpassed 100% in most countries that
accessed recently the European Union, while in old
member states of the European Union they had a
moderate increase under 50%. The same can be noticed
also for the dynamics of pension funds and leasing
companies. Only as regards factoring companies the
situation was reversed.  
As far as concerns the pension funds, their sharp growth in
assets is due especially to the pension reform, especially
in the new member states of European Union, part of the
Central and Eastern Europe. The accumulation of relatively
large amounts of assets by pension funds lead to an
increase in the efficiency of the capital markets by
deepening them, by contributing to the creation of some
new financial instruments as asset-backed securities,
derivatives, floating rate credit instruments, index-tracking
funds and synthetic financial products. 
2. Theoretical and Empirical Background for 
Supporting the Contribution of Pension Funds to 
the Capital Market Development 
The highly important role of institutional investors at the
level of the entire economy has been the debate topic of
numerous theoretical and empirical studies drafted until
now. For this, the authors of this article perform a short
presentation of the main theoretical and empirical studies
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supporting this, as well as a personal analysis of the 
connection between pension funds and capital market 
development.  
In the economic literature existing until now, the very 
important functions of institutional investors are mentioned; 
these are attracting and transferring financial resources, 
risk controlling, and encouraging the financial innovation. 
These functions lead further to a development of the capital 
market by increasing liquidity and stock market 
capitalization existing on the market, to reducing the price 
volatility, to a more efficient assessment of assets, to 
integrating the capital market at international level, to 
diversifying the financial instruments existing on the market 
and to increasing the general financial stability (Davis, 
1995; Vittas, 1998). Other effects of developing the 
institutional investors’ activity, found by different 
economists along the time, was diminishing the trading and 
issuing costs on the capital markets on which they act 
(Hansen and Torregrosa, 1992, Hansen and Pinkerton, 
1982). 
More recent studies guided their attention towards 
quantifying, with the help of panel data, the existing 
connection between institutional investors and capital 
market development. One of the most recent studies is that 
of Aras and Müslümov  (2006) that proves the positive 
relation between the two variables on a set of 23 OECD 
countries and for a significant period of time (1982-2000). 
They reach the conclusion that, in fact, between 
institutional investors and capital market development 
there is a bidirectional connection in the meaning that 
institutional investors foster the capital market 
development that, on its turn, encourages the institutional 
investors to grow. As far as concerns the empirical studies 
made on a sample of CEE countries, it is worth mentioning 
the paper of Hryckiewicz (2009) which proves on the panel 





Figure 1. Growth rate of non-bank financial 
intermediaries at the level of  
European Union  
(old and new member states) (%) 
 
Source: authors’ computation with data provided by Eurostat, BCE, 

























 Table  1 








1995 2007 1995  2007  1995 2007
Austria 26.6 32.49 3.7  4.77  45.3 59.56
Belgium 45.5 65.69 5.7  4.48  34.1 35.26
Bulgaria - 2.71 -  4.12  - 1.59
Cyprus - - -  -  - -
Czech Republic 7.2 9.28 2.4  4.94  4.0 3.36
Denmark 53.8 71.76 23.3  26.78  21.2 60.41
Estonia 2.3 5.42 0.0  5.11  - -
Finland 23.7 31.57 -  -  9.0 27.40
France 55.9 71.69 0.0  0.0  43.3 63.45
Germany 44.6 42.03 -  0.02  37.6 43.48
Greece 9.2 8.19 0.0  0.0  13.2 5.77
Ireland 48.2 73.45 -  -  242.7 270.90
Italy 25.2 34.60 0.5  1.69  31.5 18.94
Latvia 2.2 2.35 0.2  0.51  0.2 1.11
Lithuania 1.6 3.24 0.0  1.59  - -
Luxembourg 130.0 192.96 -  - 3.873,3 5329.46
Malta 10.9 24.89 0.0  0.0  13.0 21.28
Netherlands 66.3 60.33 100.8 137.37  25.1 17.66
Poland 5.1 10.56 2.7  12.67  1.7 12.10
Portugal 20.6 32.42 11.5  13.71  19.8 24.28
Romania - 1.33 -  0.00  - 2.83
Slovakia 5.6 8.85 -  -  - 3.84
Slovenia 6.0 12.57 0.9  3.15  11.5 12.01
Spain 21.9 23.67 6.6  8.38  23.3 28.41
Sweden 0.1 83.50 0.0  8.64  35.6 49.87
UK 108.6 133.71 73.6 100.60  22.6 31.11
Hungary 4.9 8.43 4.0  11.19  5.0 9.34
Average EU-27* 46.6 40.10 17.6  13.11  39.6 227.80
Average EU-15 50.3 63.87 19.0  20.43  42.9 52.61**
Average EU-12*  5.2 10.39 2.3  3.95  2.8 7.06
Note: for the average EU-15, there was not taken into 
consideration Luxembourg, which has experienced a very 
high growth rate, in comparison with all other EU-15 
countries 
 
Source: authors computation on data provided by ECB, National 
central banks, Eurostat 
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that the institutional investors contribute to a greater 
activity of the emerging capital markets. More recently, 
Milos and Milos (2011) prove, on a sample of nine CEE 
countries and having as time horizon 2001-2007, that 
there is a positive connection between the financial assets 
owned by the institutional investors under the form of 
insurance companies and pension funds on the 
development of the domestic stock markets. 
Within the institutional investors, pension funds have an 
important place due to their significant impact on the 
domestic capital market proven by the experience of other 
countries that finished well the reform of social security 
system. According to the opinion of some authors (Catalan 
et al., 2000), the pension funds, next to the insurance 
companies, hold an important role in the development of 
domestic capital market by comparison to the other 
categories of institutional investors (investment funds, 
banks). That is because they hold liabilities payable on a 
long term that assumes that they can finance the economy 
on a long term. Moreover, the regulations of the private 
pension system in each country assumes the mandatory 
idea of directing part of the private saving held by pension 
funds to the local capital markets. This thing transforms 
pension funds into very important players on the capital 
market, supporting it continuously.  
Some authors refer to their positive impact on the capital 
markets, for the economies with developed financial 
systems, as well as for those less developed, the influence 
being somewhat diminished for the latter (Dayoub and 
Lasagabaster, 2007). Other emphasize the deepening of 
domestic bond and equity markets following the trading 
developed by the pension funds, as well as the increase of 
liquidity of these markets (Davis, 1995; Vittas, 1999; Corbo 
and Schmidt-Hebbel, 2003).  
Considering these expectations, many countries proceeded 
to reforming the pension system, mainly in the Central and 
Eastern European (CEE) countries. These institutional 
investors have a real market force due to their high growing 
pace and the fact that their presence began to be felt more 
on the CEE domestic capital markets at the same time with 
implementing the 2nd Pillar. Of course, this did not happen 
simultaneously in all the CEE countries, a fact that 
generated different influences on the CEE domestic capital 
markets (Figure 2).  
As we can easily notice from the above figure, two of the 
countries which have introduced before 2000 the 2nd 
Pillar (Poland and Hungary) benefited in 2008 of the 
largest amount of net assets (29408.86 respectively 
6520.01 million Euro) and some of the largest number of 
participants from the CEE countries (13740, respectively 
2920). Romania, the last one (from the CEE countries 
considered) who has introduced the 2nd pillar has 
obviously one of the lowest volume of accumulated net 
assets (166.08 million Euro). 
According to the latest data provided, a ranking of the CEE 
countries considering the market capitalization of their 
stock markets in 2008 can bee seen in the Figure 3. 
3. Place of Pension Funds  
on the Romanian Capital Market  
At the same time with the Romanian capital market 
becoming more mature, there can be stated that the 
place held by institutional investors becomes more and 
more important, contributing to economic growth and to 
supporting the real economy. Such investors subscribe 
many of the initial public offers, this allowing the 
companies to support their expansion. The short and long-
 
 
Figure 2.  Net assets and number of participants - 
2nd Pillar (2008) 
 
Note: For each CEE country we have in the parenthesis the year of 
introduction of the 2nd Pillar 
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term bond market is influenced also by institutional 
investors that look for such investments due to the fact 
that payment liabilities have a great time length, due to 
which they accept to supply financing for issuing 
governmental, municipal, and corporate bonds. It is 
obvious the fact that institutional investors can influence 
the volume of trading on the capital market and thus, its 
development. 
The reform of Romanian pension system began rather late 
by comparison to the other European Union member 
states from the Central and Eastern Europe and it implied 
the expansion of pensions system’s bases by adding 2 
more pension pillars next to the public pension. Thus, the 
activity of private pension funds was stimulated in an 
attempt to conclude a high volume of mandatory and fa-
cultative private pensions. The 2nd pillar (privately 
managed pension system) assumed the transferring of a 
2% quota of the social insurance contribution to the public 
pensions system to the private pension funds. This per-
centage is meant to increase gradually up to 6 % by the 
level of year 2016, which will certainly foster the activity of 
the private pension funds. Of course, this will influence 
also the domestic capital market. The existence of the two 
pillars is an assumption of intensifying the activity of insti-
tutional investors under the form of private pension funds, 
in an attempt to find the adequate investment instru-
ments. This leads inevitably to creating some diversified 
instruments on the capital market, to increasing the mar-
ket liquidity and to a deepening of the general financial 
market.  
From our point of view, the effect generated by the private 
pension funds is not visible yet due to two factors. Firstly, 
the uncertainty climate and massive loss registered on 
the capital market along the year 2008 lead to a reluc-
tance of funds’ administrators to invest in such instru-
ments, preferring safer investments such as bank 
deposits and state bonds. Moreover, they are preferred 
also because there is this policy at the level of the 
management of the pension funds, that in the first opera-
tion years over 70% of their assets to be invested in low-
risk financial instruments (state bonds on medium and 
long term, bank deposits and accounts and fixed-income 
instruments). That is due to cautiousness reasons and for 
covering the provisions and guarantees imposed by law. In 
the next years the investments in instruments with higher 
risk will increase, such as those in equities on the Roma-
nian capital market that will offer also the obtaining of 
higher yields. According to the Surveillance Commision of 
Private Pension Funds System (CSSPP), a pension fund 
privately administrated can choose from the following fi-
nancial instruments: a) money market instruments, inclu-
sive lei bank accounts and deposits at a Romanian bank 
or a foreign bank licensed to function in Romania and that 
is not under a special surveillance or a special treatment 
because of the lack of license (<=20 % of total amount of 
assets); b) state bonds issued by Ministry of Economy and 
Finance from Romania or belonging to the European 
Union member states or the European Economical Space 
(<=70 % of total amount of assets); c) bonds and other 
securities issued by local public administration authority 
or by the member states of European Union or belonging 
to the European Economical Space (<=30 % of total value 
of the assets); d) securities traded on regulated capital 
markets of Romania, member states of European Union or 
belonging to the European Economical Space (<=50 % of 
total amount of assets); e) state bonds or other securities, 
 
  
Figure 3. Ranking of the first six CEE countries according to their market capitalization (bill.Euro) (2008) / 
Dynamics of the market capitalization (2000-2007) (bill. Euro) 
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issued by third-party states (<=15 % of total amount of 
assets); f) bonds and other securities, traded on regulated 
capital markets from third-party states, issued by their lo-
cal public administration (<=10 % of total amount of 
assets); g) bonds and other securities issued by nongo-
vernmental foreign organisms, if these instruments are 
quoted on approved capital markets and if they can 
accomplish the rating conditions (<=5 % of total amount 
of assets); h) titles of participation in mutual funds, issued 
by collective investment companies from Romania or 
other countries (<=5 % of total amount of assets); i) other 
type of investment instruments according to the Commission.  
Secondly, the impact of pension funds is still insignificant 
on capital markets which is due to the fact that the facul-
tative pensions market (3rd pillar) just reached its 4th 
operation years (since the first contributions to this sys-
tem) in June 2011, thus the funds are still in their incipi-
ent maturity phases. The same might be said for the mar-
ket of privately managed pension funds. The beginning of 
the activity of the pension funds in the 2nd pillar will be 
felt more and more, considering that the amount accu-
mulated until now is not very big, and the percentage they 
may grant to equity market is not significant, the market of 
low-risk bonds being too low on the capital market for an 
effect to be felt on it. Moreover, the 2.5 percentage 
designated to the privately managed funds is very low by 
comparison to other countries belonging to the European 
Union, located in the Central and Eastern Europe (Slovakia 
9 %, Poland has 7.3 %, Hungary has 8 %, Bulgaria 5 %). 
Romania will not hold a better position from this point of 
view nor in the future, as against the mentioned countries; 
the maximum regulated percentage will reach just 6 %. 
As regards the structure of investment portfolios, for the 
EU member states located in CEE it may be noticed the 
great weight of investments in fixed-income instruments 
(Figure 4), while in other old member EU countries (Great 
Britain, Netherlands), the weight of assets invested in 
shares grew constantly in the last years (2001-2006). It is 
between 49 and 62 %, while the investments in bonds 
were between 19 and 39 %. From this point of view, Ro-
mania may be compared to the CEE countries having pen-
sion funds that have invested in bonds a great weight of 
held assets that although offer lower profitability rates, are 
more stable than those with greater weights in shares.  
4. Conclusions 
As in the case of behavior of large investors, the 
behavior of institutional investors under the form of 
pension funds is a subjective behavior. It relies on its 
own analyses and forecasts, but it is believed that they 
hold more information, have a better general image on 
the market, knowledge, abilities and experience for 
managing money and securities than other investors. 
Due to this, they are supposed to be the “smart 
investors” on the market. Sophisticated and well 
informed, the institutional investors are those that set 
out the trend of capital markets in the whole world. 
However, it is true that low liquidity capital markets, such 
as the Romanian one, are also vulnerable to massive 
withdrawal of funds from those institutional investors in 
certain circumstances. The activity of institutional 
investors must be encouraged on the still emerging 
Romanian capital market because it will lead with cer-
tainty to a development of the domestic capital market 
and to strengthening its capacity to handle or to recover 
faster after financial instability periods. 
We believe that the contribution that the private pension 
funds will bring to the capital market in the future will be 
significant, stimulating companies to be listed on the 
capital market and encouraging the occurrence of new 
financial products that they might purchase in order to 
diversify their portfolio. Practically, the private pension 
funds will have the role of forming the financial 
instruments demand on the capital market. Another 
 
 
Figure 4. Structure of the investments realized by 
pension funds in Romania and in other CEE 
countries, member of the European Union(%) 
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important role that the pension funds will have on the 
Romanian capital market will be to increase its quality by 
introducing the corporate governance mechanisms in 
managing the companies on the stock market, due to 
the fact they are interested that the operation manner of 
a company to be presented in the most transparent 
possible manner. 
Notes 
(1) The 2nd Pillar was implemented only in 2008. By 
comparison, only the Czech Republic implemented the 2nd Pillar 
later (in February 2009). The other countries in the Central and 
Eastern Europe implemented it as it follows: Slovenia (1992), 
Hungary (1998), Poland (1999), Latvia (2001), Estonia (2002), 
Bulgaria (2002), Lithuania (2004), and Slovakia (2005). 
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